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Abstract. A highly competitive market creates the need for constant search for the
ways in which the companies could create and offer products with unique features and
at a lower price than it would be the case with the competition. Competitive advantage
and better market position depend on the choice of appropriate strategy. Companies
are in a position to select some generic strategies. The concept of target costing is a
part of the strategic process of cost management and company management. It is based
on the attempts to create low-cost product by managing costs in the phase preceding
the production phase, without endangering the product’s functionality and usefulness
for the buyers. Therefore, this concept offers a solid information basis for the
realization of generic strategies of a company.
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INTRODUCTION

All manufacturers that appear on a highly competitive market do their best to offer high-
quality and functional products at a lower price than the one set by the competition. Success
in gaining advantage over the competition depends on a company’s chosen strategy and its
abilities to realize the given strategy. Apart from generic strategies, managers of modern
companies develop and apply alternative strategies and confrontation strategies that serve as
managerial tools and appear to be appropriate to the global business environment. The paper
will deal with generic strategies — cost leadership strategy, differentiation strategy and focus
strategy. Each of these strategies represents one of the sources of competitive advantage.
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The choice of a strategy is largely determined by the goals that a company has defined, its
abilities, as well as by the current state of affairs within the environment.

The processes of choosing, developing and realization of some of the generic strate-
gies require appropriate information support. Information support of that kind is offered
by contemporary concepts of costing and cost management. With respect to this, a special
place belongs to target costing. Target costing is a strategic cost management concept that
is primarily characterized by the reduction of costs in the earliest phases of the product’s
life cycle. It stands for the strategic cost management tool as well as the tool that helps
managers run a company. Starting from the market defined costs and passing through
product-level target costing and component-level target costing, managers produce a
product with which they compete on the highly competitive market. Target costing entails
active participation of a great number of participants from a company itself and involve-
ment of suppliers in the process of product design. In that way, suppliers become strategic
partners in the process of achieving leadership position on the market.

1. GENERIC STRATEGIES FOR THE ACHIEVEMENT AND MAINTENANCE OF
COMPETITIVE ADVANTAGE OF COMPANIES

Companies have opportunities for success within global business environment if they
adopt a strategy that is appropriate for the conditions under which it is adopted, if it is feasi-
ble in relation to available resources, knowledge, abilities and skills of the employees and if
it is desirable for the most influential stakeholders. The choice of the adequate strategy en-
ables a company to create competitive advantage and gain a better market position.

The strategy of a company can be understood in its narrow and broad sense. In its
broader sense, the strategy represents a thoroughly planned managerial decision that en-
compasses goals and business policies of the company itself. In its narrow sense, the
strategy refers to planning decision in the scope of which routes towards realization of the
company goals are determined. In this sense, the formulation of the strategy starts after
the goals and the policy of the company have been defined.

The choice of an appropriate competitive strategy enables a company to create condi-
tions under which it could produce products and provide services that have higher value
than the products and services offered by the competition. According to Porter, an appro-
priate competitive strategy is based on a company’s competitive advantage that might
stem from two sources (Porter, E.M. 1985,11):

= having the lowest costs within its branch when compared to the competition — the

ability of a company to design, produce and sell products in a more efficient way
than the competition would do, and

= having significant and desirable differences in relation to the competition — the

ability of a company to provide the buyers with unique or superior product value,
especially in relation to quality, specific features of a product or provision of after-
sales services.

It is also very important to determine the market breadth, that is, the scope of the
competition within which the company wants to compete. The company can choose
whether it would like to compete within all or within the majority of market segments. It
can also compete within only one or several segments. Two basic types of competitive
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advantage, combined with the market breadth, lead towards three generic strategies for
the realization of the highest performances within a branch — cost leadership, differentia-
tion and focus (Novicevi¢, B., Anti¢, Lj., Sekuli¢, V. 2006, 17). Focus strategy can be
subdivided into cost focus and differentiation focus. The concept of Porter’s generic
strategies is shown in Figure 1.
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Fig. 1. Three generic strategies
(Source: Porter, E.M., (1985) Competitive Advantage, The Free Press, New York, p. 12.)

Each of these strategies refers to different ways in which competitive advantage can be
achieved. Competitive advantage is the core of each business strategy. The purposes of
realizing the strategy require that the company chooses the type of competitive advantage
that it intends to achieve, as well as the competition that it intends to compete with.

1.1. Cost Leadership Strategy

Cost leadership strategy is based on the concept that the price is the main tool of com-
petition among companies. Market advantage is achieved by the production and selling of
products that are similar to the ones produced and sold by the competition but that incur
lower costs. Manufacturers want to put a higher price on their products, whereas buyers
ask for more products at the given price. In that kind of situation, the efficiency of the
company’s managers becomes fully expressed. Efficient management results in the pro-
duction of low-cost products and in selling of those products at a price that is lower than
the one set by the competition, while at the same time achieving the same or higher level
of profit. The cost leader is characterized by the lowest total costs per unit of product
within a branch and is able to "set the lowest prices and still make profit" (Coulter, M.,
2010, 212). Moreover, the cost leader also has bigger chances to "survive on the com-
petitive stage and continue to make profit even when the rivalry among the competitors
reaches the critical point and when the war of prices breaks out" (Coulter, M., 2010, 212).

The choice of cost leadership strategy can be based on various factors, such as
economies of scale (mass production), superior technology and production process, as
well as access to material resources at lower prices than the ones set by the competition.
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In generic sense, there are two ways to achieve cost advantage — through better control of
the causes of costs than that performed by the competition and through more efficient
redesigning and reformulation of value chain activities (Novicevi¢, B., Anti¢, Lj., Sekuli¢,
V. 2006, 17).

The efficiency of cost leadership strategy is bigger in branches in which there are
more possibilities for economies of scale. A company achieves economies of scale by
offering standardized, non-differentiated products to greater number of market segments.
Selling of products to a greater number of segments necessarily results in cost reduction.
It does not mean that products should be sold at lowest prices. It means that they should
be sold at prices that are average within a branch. In that way above-average profit and
bigger market participation at low costs will be achieved. Under the conditions of mass
production, fixed costs per unit of product are reduced.

Companies that stand for cost leaders are, among other things, characterized by the
following: focusing on production control, rigorous use of budget, low product differen-
tiation, limited market segmentation, emphasis on the improvement of productivity, man-
aging resources, distinctive features and key competences that are found in the field of
production and the like (Coulter, M. 2010, 213).

1.2. Differentiation Strategy

A company can achieve competitive advantage by using differentiation strategy. In
this case, the company focuses on the creation of a unique product or service that differs
from the ones created by the competition and that buyers regard as different and more
valuable than the others and which they are willing to buy at higher prices. Differentiation
strategy is characterized by the company’s focus on getting the buyers’ affection and loy-
alty towards its own products through efficient production and promotion of a product
that is different from the one produced and promoted by the competition. The buyer is,
therefore, the most significant driving force of differentiation strategy.

The efficiency of differentiation strategy is measured by cost-benefit analysis, that is,
ratio of costs necessary for the purposes of producing a product that has unique features
to the benefits obtained from higher product price. A company will achieve differential
advantage if it succeeds in using its differentiation for the purposes of making the price
difference that is higher than differentiation costs. Differentiation costs reflect activities
on which uniqueness of a product is based. The basis of efficient differentiation can lie in
(Novicevi¢, B., Anti¢, Lj., Sekuli¢, V. 2006, 22):

= understanding of the needs and preferences of the customers,

= the company’s loyalty to its customers,

= familiarity with the company’s strategies and abilities and

= innovation.

The created uniqueness has to be sustainable and difficult for copying by the competi-
tion. In that way, the existence of a product with unique features will enable the company
to set a higher product price and achieve above average profit. Uniqueness may lie in the
products themselves or in the services that are offered to buyers. Moreover, product dif-
ferentiation can be done on the basis of quality, image, distribution network and the like.
It is desirable that every company provides several sources of differentiation rather than
rely on one single source. Therefore, the aim is to increase the scope of selling of a differ-
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entiated product in such a way as to disable the competition in the attempts to imitate the
product, while at the same time making the product offer attractive to buyers.

Low costs were the only basis for the creation of competitive advantage for many
years. Within changed and global business environment, differentiation has become a
safer basis for maintaining competitiveness. This is because differentiation is less subject
to the impact of changes within external environment and difficult for copying.

Differentiation strategy is suitable for companies that "use their unique resources and
distinctive features for the purposes of marketing, research and development" (Coulter,
M. 2010, 214).

Buyers’ preferences can be stimulated by promotion activities. If buyers value products
that represent, above all, status symbols, this strategy will have more possibilities for success.

1.3. Focus Strategy

Focus strategy is another source of companies’ competitive advantages. Companies
that choose this strategy tend towards realization of either cost advantage or differentia-
tion advantage. In this situation, companies do not serve the entire market, but one or sev-
eral of its segments and satisfy their needs. The market is not homogeneous. It consists of
recognizable parts that can be interesting for serving. Therefore, specialized companies
have advantage over the companies that serve several segments because they are able to
satisfy the needs of a specific segment in a more efficient way. It should be ensured that
chosen market segment is big enough to enable economical supply without making it too
attractive for the competition.

Conditions under which a company decides to focus on generic focus strategy are the
following (Novicevi¢, B., Anti¢, Lj., Sekuli¢, V. 2006, 24):

= if a company has resources and abilities to serve one or a few segments,

= if a company does not have broad production program,

= if a company is not among the biggest companies within a branch and does not

want to be one,

= if a company is very specialized and competent for research and development in

relation to cadre and technology and the like, and

= if a company is small and entrepreneurially-oriented.

Focus strategy is adequate for companies that are oriented towards serving the domes-
tic market. The reason for this situation lies in good familiarity with the market, good
local connections, possibility of obtaining low-cost input and good knowledge of needs
and requirements of the buyers.

2. TARGET COSTING AS INFORMATION SUPPORT FOR THE GENERIC STRATEGIES’ REALIZATION

Target costing is a market-oriented approach focused on achievement of low costs that
are regarded as the basis for gaining competitive advantage. This concept is based on the
idea that the costs of a future product should be managed in the earliest phases of the
product’s life cycle because these phases offer the biggest possibilities for significant cost
reduction. Namely, since changed business environment is characterized by the applica-
tion of new production and information technologies, diversified demand on the part of
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the customers and shortened product’s life cycle, the costs that occur prior to the produc-
tion phase tend to increase. Under these conditions, the product design phase determines
80% of total costs, so that the highest potential for successful cost reduction lies in the
ascending phases of the product’s life cycle. The chances of cost reduction are limited
with progressing from product design phase. It means that they become limited when the
production phase starts. Due to its chances in the process of cost reduction, target costing
becomes a strategic tool that the company’s management uses in the process of gaining
competitive advantage. Moreover, target costing is not only regarded as the strategic tool
for cost reduction, but it is also significant for profit planning.

In the process of target costing, it is important to focus on the creation of real possi-
bilities. This means that each product that is included in the company’s production range
should contribute to the process of achievement of desirable profit.

Target costing represents an interactive process within which a great number of ac-
tivities are performed simultaneously. Three basic levels or phases are identified within
this process (Cooper, R. 2002, 21):

= market level

= product level and

= component level

Basic levels, that is, target costing phases can be illustrated in the way that was shown
in Figure 2.

| Market level | | Product level | | Component level
Long-term plan Product design in accordance Component design in
of a company with target cost accordance with target cost
Target price Defining of components Managing suppliers
Target profit
Target cost

Fig. 2. Basic phases of the process of target costing (Source: Cooper, R., Slagmulder, R.,
(1997) Target Costing and Value Engineering, Productivity Press, Portland OR.
Auvailable at: http:/www.tx.ncsu.edu/jtatm/volume2issue4/articles/hergeth/39 02 full.pdf

Being a part of the strategic process of cost management and profit management, tar-
get costing is stirred by market mechanism and strength of the competition. Acceptable
cost amount, that is, target cost per certain product is obtained when the target profit is
subtracted from the target selling price. Target selling price is the future selling price of a
product or components and it is obtained as a result of the impact of market and competi-
tion forces. In the process of determining the target selling price, it is very important to
understand numerous requirements on the part of the customers and range these require-
ments in accordance with their importance, which is not a simple process. Target profit is
a value determined by the top management on the basis of global strategic abilities of a
company. Target profit is based on long-term strategy of achievement of financial results
and on short-term strategy of achievement of market share.
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The second phase (product-level) is the phase of product design that should be per-
formed within the limits of determined target cost. The third phase focuses on individual
product components that are designed within the limits of determined target cost.

Cooper’s target cost triangle shows three phases of this concept, which is shown in
Figure 3.
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Fig. 3. Target cost triangle
(Source: Cooper, R., Target costing for new-product development,
Journal of Cost Management, May/June 2002, p. 6.)

According to Cooper, target costing is a process that entails active participation of a
great number of participants from the company itself as well as from external environ-
ment. The first phase of this process is primarily externally oriented and is dictated by the
market on which the company places its products. The second and the third phase are
internally oriented and they depend on the performances of the company itself and abili-
ties of managers to create products that will generate profit in accordance with long-term
expectations of the company.

2.1. Product-level target costing

In the process of realization of its strategy, a company tends towards aggressive per-
formance on the market and focuses on making its costs lower than those of the competi-
tion but still attainable by the company itself. The establishment of these target costs im-
poses pressure on the managers of companies and product designers and forces them to
find a way to reduce production costs. Target cost represents the allowed amount of cost.
Allowed cost is a cost at which a product has to be produced so that the company could
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reach the limit of target cost. It stands for the maximum allowable production cost. It of-
ten happens that allowed cost does not represent the real value. Namely, current abilities
and the potential of the company and its suppliers to reduce costs are not the ones that are
taken into consideration for the purposes of obtaining its definition. In many companies
the amount of the allowable target cost is lower value than what the company can only
achieve. For that reason, the amount of allowed target cost for a specific company is re-
placed with the term attainable target cost. The difference between allowed and higher
attainable cost stands for a long-term strategic goal of the company and this difference
should be eliminated on a short-term basis. Practically speaking, it is very difficult to find
a way in which the allowed cost could be established while at the same time making the
customers satisfied with the quality and functionality of the product. The difference be-
tween these costs represents temporary inefficiency of the company and its inability to
fulfill long-term goals. Therefore, product-level target costing aims at increasing allowed
product costs to the realistically attainable level on the basis of abilities of the company
and its suppliers.

Product-level target costing passes through three phases (Cooper, R. 2002, 6). The
first phase focuses on determination of the amount of product-level target cost. After es-
timating the ability of the company and its suppliers to reach the allowed cost, managers
get the amount of attainable costs. The second phase of product-level target costing refers
to identification of the ways in which a product can be designed so that it could be pro-
duced at target costs. This phase applies value engineering and other similar techniques.
The last phase applies target cost disciplining with the purpose of determining whether
product-level target costing has been achieved. Target cost disciplining shows if the cost
reduction, determined through the application of value engineering, has been achieved.
Product-level target costing is shown in Figure 4.
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Fig. 4. Product-level target costing
(Source: Cooper, R., Target costing for new-product development: product level target
costing, Journal of Cost Management, July/August 2002, p. 6.)
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If it wants to achieve the desired level of profitability, the company has to offer its
customers products of certain quality and functionality. The reduction of selling prices
also results in desired profitability and market competitiveness. Tendency towards cost
reduction lies in the basis of these company’s goals. Product-level target costing is ob-
tained in the following way (Cooper, R. 2002, 7):

Product-level target costing = current cost — target cost reduction

Current product cost is a cost at which a new product with available components,
processes and abilities is produced. The process of obtaining current cost does not take
any cost reduction into consideration. Allowed cost amount is determined by external
factors, which means that there is a risk that allowed cost might not be achieved. For the
purposes of determining the amount of cost reduction, companies use target cost reduc-
tion that represents a challenge for managers and direct executives within the company.
The amount of target cost reduction is obtained by subtracting allowed cost from current
product costs. Under these circumstances, the company has to identify attainable and un-
attainable part of target cost reduction in order to obtain target cost (Cooper, R. 2002, 7).

The achievement of attainable part of target cost reduction depends on the abilities of
designers and suppliers to find ways in which unnecessary costs could be eliminated. The
establishment of relations with the suppliers aims at early estimate of the products’ selling
prices, and, if possible, at changing the design of product while at the same time keeping
the quality and functionality at reduced costs.

Unattainable part of target cost reduction is also called strategic challenge of cost re-
duction. Strategic challenge of cost reduction shows incapacity and inefficiency of com-
panies to achieve competitive advantage and gain the leading position. This category
should be managed carefully. The amount of strategic challenge of cost reduction is ob-
tained in the following way (Cooper, R. 2002, 7):

Strategic challenge of cost reduction = product-level target cost — allowed cost

In companies with a well-organized system of target costing, there is usually no strate-
gic challenge of cost reduction or it is low. Such companies have an advantage and they
will not experience profit reduction in situations when designers are not capable of
achieving allowed cost.

In the process of determining the amount of strategic challenge of cost reduction, it is
necessary to pay attention to the fact that that value is not at a level that is too low or too
high. If this value is at low level, there is a risk that the company might lose its competi-
tiveness because a new product will have high target costs. If the amount of strategic
challenge of cost reduction is too high, it might happen that designers abandon the idea of
achieving it and that the category of target cost gets lost.

The role of the determined difference between product-level target cost and allowed
cost is twofold (Cooper, R. 2002, 8). First, in this way strategic challenge of cost reduc-
tion is identified, which imposes strong pressure on the designers who need to be much
more aggressive in the process of cost reduction. The second role lies in the fact that the
tendency towards allowed costs prevents weakening of attempts at achieving competitive
advantage.

The second phase of the process of product-level target costing focuses on the process
of performing it. It is much more difficult to reach target cost reduction than to identify it.
Numerous techniques, such as value engineering, functional analysis, quality function
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deployment and the like, are involved here. The most significant technique is value engi-
neering, which is why this technique is going to be described in detail hereinafter.

Value engineering (Value Engineering — VE) was used for the first time by the com-
pany General Electric where it served as a tool for the reduction of purchase price of the
parts and not for profit planning and linking with target costs. Today this technique stands
for an unavoidable tool for improvement and simulation of target costs. Having that in
mind, we can state that value engineering stands for the systematic and multidisciplinary
approach to the examination of factors that exert an influence on product costs in order to
find ways in which they can be: reduced while maintaining the same level of quality and
functionality; maintained at the same level with improved quality and functionality of a
product (Sekerez, V. 2005, 169). Value engineering is primarily focused on production
functions and after that on product costs. The task of this technique is to make sure that the
product reaches primary functionality that will satisfy the customers at acceptable costs.

Value engineering regards value as the ratio of functionality to costs. Through this
equation, the value of functions in the process of product designing is measured with the
purpose of identifying functions with low value index. The value of this index has to be 1
so that the value of a product function could reach a satisfactory level. The subject of
value engineering will be the product functions whose value is below 1.

The techniques of value engineering can be divided into three categories: direct appli-
cation of value engineering principle on the product, comparative application of value
engineering with the purpose of finding the ways in which costs could be reduced and
other techniques of value engineering (Cooper, R. 2002, 9).

Value engineering can be applied directly in various phases of the process of product
designing (Hilton 2009, 659). In that sense, there are zero, first and second look. Zero
look is applied in the phase of conceiving the idea of a new product. Zero look aims at
adding value to the product from the customer’s and company’s aspect through definition
of new forms of functionality. First look focuses on the improvement of existent functions
with the purpose of increasing the functionality of the product. It refers to the develop-
ment of new products and main elements of their design. The last phases within the proc-
ess of product planning and starting phases of the processes of development and produc-
tion preparation stand for the basis of the application of second look. This look is charac-
terized by the scope of improvement and creation of value and functionality that is much
smaller than in the cases of the other two looks. This look aims at improvement of functionality
and increase of the value of existing components and not at the creation of new ones.

Comparative application of value engineering for the purposes of cost reduction is an-
other technique of value engineering. Some of the methods of this technique refer to the
reduction of direct production costs, while others refer to the reduction of required in-
vestments in production with the purpose of increasing productivity.

It has already been pointed out that the technique of value engineering is applied in
the phase of conceiving of a new product and it continues to be applied in the phase of
product design. Value engineering can be applied until the product is ready for produc-
tion. After that, cost reduction is continued through the application of value analysis
(Value Analysis — VA). It is important to point out that value engineering and value
analysis do not differ in relation to the principles and methods that they use for cost re-
duction. The basic difference between them is reflected in life cycle phases in the course
of which they are applied. Value analysis is the technique of cost reduction without the
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increase of the products’ selling prices. Value analysis stands for a systematic, interdisci-
plinary examination of factors that influence product costs, done with the purpose of de-
veloping the most economical ways of reaching specific goals that are in accordance with
quality and reliability standards within the process of production.

The final stage of the target cost -product level is the target cost mechanism for
discipline. At this stage, the engineers and suppliers are required to constantly monitor the
process of designing the product and to provide confirmation that the process of designing
products at reduced costs is moving in the right direction.

At this point, the analysis can include costs that are lower than the current costs but
that are higher than the target cost of a new product, the so-called as-if cost. These costs
provide opportunities for the cost reduction that have been noticed in the process of
design and production of previous generations of products.

As the design process goes on and product costs are reduced, estimated production
costs decrease to the level of target costs. A great number of companies call this change
of estimate "lowering" of costs. Therefore, the design process starts with as-if costs that
are higher than the target costs, and, as it passes through the process of product design,
becomes reduced until the level of expected or "lowered" cost is achieved.

2.2. Component-level target costing

Component-level target costing follows the phase of product-level target costing.
Component-level target costing is a phase within which the amount that the company is
willing to pay for the components that are necessary for the process of production is
determined. Component-level target costing stresses creativity in the process of finding
the ways in which product components could be designed at the lowest prices, which
determines the selection of those components by the suppliers. With the purpose of
efficient realization of this phase, it is necessary to establish strong and interactive
connections with the suppliers. Some companies involve suppliers in the product design
process itself and expect them to come up with concrete suggestions related to the
alternative product design that will result in increased effectiveness and efficiency.

The procedure of calculation of the target cost allows the company to determine the
sales price of the product and, based on this, put strong pressure on component suppliers
to ship the components certain value. Therefore, it is easier to manage the companies that
are horizontally integrated. These companies buy materials and parts that are needed for
the process of production exclusively from external suppliers. For that reason, this kind of
integration makes the company highly flexible and reliant on the suppliers.

Component-level target costing passes through four phases (Cooper, R., Slagmulder,
R. 2002, 36): determination of target costs of the most significant functions, component-
level target costing, selection of component suppliers and awarding suppliers for their
creativity. Component-level target costing is shown in Figure 5.

Product-level Function-level Component level
target costing target costing | | target costing

<

\ 4

Suppliers

Fig. 5. Component-level target costing
(Source: Cooper, R., Slagmulder, R., Target costing for new-product development:
component-level target costing, Journal of Cost Management, September/October 2002, p. 37.)
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The design of a product and its most significant functions is performed by the existent
teams of designers that involve representatives of various disciplines. Therefore, the pur-
poses of determination of the most significant functions require the division of the design
process into independent tasks. Matrix structure helps companies in this process. It is or-
ganized on the basis of the principle according to which each team is responsible to the
product engineer in charge. The product engineer in charge becomes the project leader.
Matrix structure aims at maintaining a balance between unique requirements for each
product and maintenance of the common design philosophy. Although the engineer in
charge is responsible for the coordination of the design process, teams of designers need
to be autonomous to some extent in the process of development of a new product concept.

Achieving the purpose of the product and its functionality enable the most significant
product functions. The engineer in charge is responsible for the most significant func-
tions. He negotiates with teams of designers in order to reach the desired cost reduction of
certain functions. Not all functions are equally suitable for cost reduction. Cost reduction
of product functions that are based on modern technologies and design is much easier
than the cost reduction of functions that stem from obsolete technologies. Target cost re-
duction of the most significant functions usually comes first. Two approaches within the
process of cost reduction are known: historical cost reduction and reduction based on
market analysis.

Historical cost reduction involves the use of data from previous years or data that have
been obtained in the course of production of the last generation of products. The company
uses sources inside the company itself for the historical cost reduction. Thus, in case the
last generation of products showed that the costs of the most significant functions de-
creased at a 10% rate, the obtained amount would stand for the one from which a new
cost reduction should be started.

Reduction based on market analysis is a more suitable approach for the introduction of
new forms of functionality. This approach is determined by external factors, such as tech-
nical factors, product safety and the like. It should be taken into consideration here that
target cost reduction does not endanger product safety as well as functionality. For exam-
ple, if it happens that the suggested component target cost can endanger product safety, it
will be reexamined and set to a higher level.

The engineer in charge determines which reduction approach will be accepted. The
most frequent situation that happens is the one in which the engineer in charge collects
data on historical cost reduction and on reduction on the basis of market analysis. On the
basis of these data, he modifies component target cost for three reasons (Cooper, R.,
Slagmulder, R. 2002, 39).

If it happens that historical cost reduction does not result in the desired target cost
reduction, the engineer in charge has to negotiate with the teams of designers in order to
increase the rate of cost reduction. These negotiations will be carried out until the target
costs of the most significant functions and product target costs are equalized.

The engineer in charge will modify component target cost in case a change of relative
importance of the most significant functions happens over time. At this point, attempts
should be directed towards finding the possibilities for cost reduction within design
departments that are responsible for certain functions. Therefore, in case the importance
of some function decreases, the engineer in charge will reduce cost reduction of that
function and increase cost reduction of the function that became more important by the
amount by which the former has been reduced.
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Another situation in which the engineer in charge will modify component target cost
happens in case the technologies, which the most significant product functions are based
on, change. In that kind of situation, historical cost reduction makes no sense because
there are no historical data on the cost reduction of new technology.

When the engineer in charge determines the target cost of the most significant
functions, target cost is decomposed into groups of components and parts, all with the
purpose of determining the purchase price for each component or part. Decomposing of
the target cost of the most significant functions into components is performed by teams of
designers, whereas the engineer in charge checks if the defined goals have been achieved.

Component-level target costing is similar to the process of determining the target costs
of the most significant functions. Nevertheless, in case of component-level target costing,
analysis includes the estimate of suppliers’ performances. It is believed that one of the
most significant decisions that is reached by the company’s management is the decision
on the selection of component suppliers. The company should tend towards the creation
of stable and long-term relations between buyers and sellers if it wants to offer
satisfactory products to the buyers. During negotiations with the suppliers, managers of
companies have the possibility to get significant discounts and benefits in order to achieve
the desired level of target cost.

It is important to ensure that the demand for low-cost supplier does not endanger the
quality of the product. Component-level target costing does not necessarily require the
selection of suppliers. It stands for a complex process. It is sometimes possible to accept
higher supplier’s price in case the supplier stands for the one with high level of
innovativeness and in case the supplier is willing to establish long-term cooperation with
the company. That kind of a supplier can be included in the team of designers. This is so
because the highest level of innovations creates the highest value. Therefore, in the course
of selection of suppliers, the company should take into consideration the following
criteria: competitiveness of the offer, reputation and the level of innovations that are
introduced into components (Cooper, R., Slagmulder, R. 2002, 41).

After the database of suppliers has been formed, it should be constantly renewed. The
search for new suppliers creates new opportunities for saving. Saving will be achieved if
both sides, the buyer and the seller, have the benefit. Long-term contracts are concluded
with the suppliers who fulfill the aforementioned criteria. On the basis of these contracts,
they get appropriate award for efficient and quality work.

CONCLUSION

A modern company operates under the conditions of rapidly changeable business en-
vironment characterized by fierce competition, shortened life cycle of a product, necessity
of focusing on buyers’ requirements, constant pressure for cost reduction, offer differen-
tiation, focusing and increasing quality, functionality and fast product delivery. Under
these conditions, the company tends to achieve and maintain competitive advantage and
develop certain strategies. Selection of appropriate strategy contributes to the creation of
products that have higher value than the ones produced by the competition. Therefore, the
company tends towards finding the best way to meet the demanding customers’ growing
requirements and achieve long-lasting competitive advantage.
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The companies can achieve long-lasting competitive advantage by the application of ge-
neric strategies: cost leadership strategy, differentiation strategy and focus strategy. Regard-
less of the choice of strategy that the company will use to achieve competitive advantage, the
concept of target cost stands for a solid information basis for realization of any strategy.

The process of target costing starts from the prices determined by the market. This
phase of the process of target costing is externally oriented. Product-level target costing
passes through three phases: determination of the amount of product-level target cost,
identification of the ways in which product-level target cost could be achieved and appli-
cation of disciplining mechanism. Subtraction of target cost reduction from the current
cost gives the amount of product-level target cost. Focus of a company is set on the unat-
tainable part of target cost reduction, which stands for the strategic challenge of cost re-
duction. Various techniques are used for the purposes of achieving the strategic challenge
of cost reduction, the most popular being the value engineering. After that, constant
tracking of the process of product design is performed and confirmation that the attempts
have been directed towards the defined goal is provided.

The last phase of the process of target costing is the component-level target costing. In
the course of this phase, the analysis includes the estimate of suppliers’ performances and
determination of the amount that the company is ready to pay for the components neces-
sary for the process of production itself. Establishment of long-term relations with the
suppliers and the corresponding system of awards shows the creativity of the teams of
designers in the process of finding the ways in which product components could be de-
signed at lowest prices.

All phases and all levels of the concept of target costing provide opportunities for the
reduction of product costs and simultaneous maintenance of product functionality. More-
over, the focus is also on creating a low-cost product with unique features that are important for
the customers. In that way, solid foundation for the realization of generic strategies is created.
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OBRACUN CILJNOG TROSKA U FUNKCLJI REALIZACIJE
GENERICKIH STRATEGIJA

Ljilja Anti¢, Bojana Novicevi¢

Visokokonkurentno trziste namece potrebu stalnog traganja za nacinima da preduzece
proizvede i kupcima ponudi proizvod jedinstvenih karakteristika po nizoj ceni od konkurencije.
Konkurentska prednost i bolja trZisna pozicija zavise od izbora odgovarajuce strategije, pri cemu
preduzeéa mogu izabrati neku od generickih strategija. Koncept obracuna ciljnog troska jeste deo
strategijskog procesa upravljanja troskovima i preduzecem. U njegovoj osnovi je nastojanje da se
upravljajuci troskovima u fazama koje prethode proizvodnji proizvoda, proizvede proizvod po
niskim troskovima, a da se pri tome ne ugrozi njegova funkcionalnost i korisnost za kupce. Na taj
nacin, ovaj koncept pruza dobru informacionu osnovu za realizaciju generickih strategija preduzeca.

Kljucne reci: strategija, diferenciranje, fokus, ciljni trosak na nivou proizvoda, ciljni trosak na nivou
komponenti.




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


